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S September, 2002

Office of Intemnational Corporation Finance
Division of Corporation Finance

Securities and Exchange Commission

40 Fifth Street, N.W.

Washington D.C. 20549

Usa

Dear Sir/ Madam

Cenrrica plc — Section 198 netification from AYIVA
Rule 12¢g 3-2 (b) File No 82-4518 ‘

The enclosed document is 10 be furnished to the Securities and Exchange Commission
(the "SEC") on behalf of Centrica plc (the "Company") pursuant to the exemption from
the Securities Exchange Act 1934 (the "Act") afforded by Rule 12g 3-2 (b) thereunder.

This information is being furnished under paragraph (1) of Rule 12g 3-2 (b) with the
understanding that such information and documents will not be deemed 1o be "filed"
with the SEC or otherwise subject to the liabilities of Section 18 of the Act and that
neither this letter nor the furnishing of such information and documents shall constitute
an admission for any purpose that the Company is subject to the Act.

Yours faithfully

For and on behalf of
Centrica plc

Enc. 1
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Centrica plc
Interim Results far the six months ended 30 June 2002

(unauditeq)

For the six months ended 30 June.... 2002 A Y% 2001
Turnover (including Accord trading) £7,107m +5% £6,753m
Operating prefit (including joint ventures & associates)” £627m +43% £437m
Earnings (before exceptionals and goodwill) £431m +30% £332m
Earnings (after exceptionals and goodwill) £350m +25% £279m
Earnings per share (adjusted basic)* 10.4p +25% 8.3p
Dividend per ordinary share (interim) 1.4p +17% 1.2p
Operating cash flow £330m ~2% £337m
Capital expenditure £154m +95% £79m
Net debt (excluding Goldfish facilities) £465m +7% £433mM (31 Dec)
Net assets £2,264m +47% £1,636m (a1 pecy

L3

Operating profit and earnings per share are stated before exceptionals and goodwill
amortisation '

“Our relentless focus on what customers want has enabled us to succeed in highly
competitive markets.” == Sir Michael Perry GBE, Chairman

Highiights:

* UK energy operating profit up 31%

e 49% of UK operating profit derived from customer-facing activities

» Centrica Business Services launched, and operating profit doubled; margin up to 8%
from 6% for prior year comparative operation

¢ AA: growth in roadside membership (8%), insurance contracts (10%) and loans (62%)

» UK Telecoms: losses halved and improving competitive environment

e North America: 4.6 million customer relationships (including agreed acquisitions), with
entry into Services 4

» Group operating margin (excluding Accord) of 12%, up from 9%, reflecting increasing
scale and profitability of customer-facing activities

« Interim dividend up by 17% to 1.4 pence per share

“Against a backdrop of economic and market uncertainty, the Group continued to
demonstrate its unique blend of defensive and growth—onented qualities”
-- Sir Roy Gardnaer, Chlef Executive
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CHAIRMAN'S STATEMENT

Centrica's performance in the first half of 2002 refiects our progress in creating sharehoider
value through the delivery of our vision of "taking care of the essentials™. With adjusted earnings
per share up 25% (before exceptional items and goodwill amortisation) over the first haif of
2001, these Interim Results are particularly encouraging against a backdrop of highly
competitive markets and economic uncertainty.

Business Environment

The first half of this year has seen further conselidation in international energy markets around a
smaller number of increasingly powerful brands and our asset management expertise, strong
consumer marketing credentials and financial and operational scale make Centrica a strong
competitor in this sector, In the UK, our recently-signed gas contracts with Gasunie and Statoll
have not only secured long-term supplies for our customers, but are expected to resuit in new
transportation links to meet the country’s future gas demand. In electricity, we have seen the
competitive framework strengthened by the continuing success of NETA.

This experience of competitive energy marksts has enabled us to play a key rale in the
deregulation of North American markets. While progress towards liberalisation is by ho means
universal, we are a major challenger in markets already opened ta competition and are actively
supporting its development in @ number of key states. The opening of European energy markets
is frustratingly slow, however, and while the Barcelana summit agreed the principles of
competition, we continue to push for the pan-European structure which will underpin its
sSuccess.,

Conversely, in the UK telecommunications market, there have been a number of encouraging
regulatory developments which mark a significant step towards the level playing field for which
we have argued so strongly. We expect these developments to enable us to build closer
relationships with our customers and to offer a wider range of competitively priced services.

This determination to improve the range of services we provide to customers has underpinned
our strategy for the AA, where we have integrated its financial and roadside services for the first
time in its recent history. This new market positioning, which now includes service cenires, is
currently being promoted through the highly successful ~Just AAsk” campaign.

Dividend

| am pleased to report that the Board has declared an interim dividend for 2002 of 1.4 pence per
share, an increase of 17% compared to the same periad in 2001. This substantial increase
reflects the positive medium-term outlock we see for both earnings and operating cash flow.

The Board

Sir Sydney Lipworth retired from the Board at the Annual General Meeting in May. We are mast
grateful for the enormous contribution he made to the development of Centrica. | am pleased to
announce that Ms Helen Alexander has recently accepted our invitation to become a non-
executive director.

Outlock

Our relentless focus on what custorners want has enabled us to succeed in highly competitive
markets. We have a strong team, an excellent business and a clear strategy which, 1 am
confident, will deliver value to customers and sharehoiders alike,

Sir Michael Perry GBE, Chairman
5™ September 2002
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CHIEF EXECUTIVE'S REVIEW

In the first half of 2002, the Group built upon its strong 2001 performance. The results
show that, against a backdrop of economic and market uncertainty, the Group
continued to demonstrate its unique blend of defensive and growth-oriented qualities.
The benefits of our UK energy market position, the hedging effect of our energy asset
management and the scale of our broader customer relationship activities were all in
evidence. The evolving profile of the business is reflected in a larger propertion of our
UK profitability (49%) than last year (16%) deriving from our customer-facing activities.

First half 2002 turnover and profitability

Group turnover (excluding Accord trading revenue) was £5.16 billion for the first half of
2002, up 7% from the prior year period; 6% of the 2002 turnover is attributable to
acquisitions since July 2001. Higher sales to our business customers — through
Centrica Business Services — was complemented by an increase in residential
electricity sales, growth across the AA’s roadside and personal finance units, in Home
Services and Cne.Tel and in North America. Gas sales volumes were lower.

Group operating profit (including joint ventures and associates, before exceptionals and
goodwill amortisation) of £627 million was up 43% from £437 million in the first half of
2001, with improved performance across most brand units, padicularly British Gas.
Aggregate Group gross and operating margins (excluding Accord) were 31% and 12%,
up from 25% and 9% respectively in 2001's first half.

Cash flow, capital expenditure and acquisitions

Group operating cash flow (from continuing operations, before exceptional payments)
was £330 million during the first half of 2002, versus £337 millien in 2001. An increase
of £204 million in operating profit before depreciation (including joint ventures and
associates, before exceptionals and goodwill amortisation) was more than offset by
changes in working capital and provisions caused largely by accelerated gas
transportation prepayments, petroleum revenue tax ("PRT") and gas production royalty
payments of £92 million, £108 million and £31 million respectively.

Tatal capital expenditure was £154 million this year, up from £79 million in the 2001
period. This was due primarily to an increase of £85 million in capitalised information
technology investments, which consisted largely of new hardware, professional fees
and software associated with our new Customer Relationship Management (CRM)
infrastructure. Acquisition expenditures were £523 million in the first half, consisting
primarily of our Enbridge Services and Brigg power plant transactions (2001: £103
million). The Group’s net ¢cash outflow before financing was, as a result, £468 million,
against a net inflow of £53 million a year earlier.

Net interest, net debt and net assets

Net interest payable was £29 million (2001: £20 million) and was covered 29 times by
operating profit (including joint ventures and associates) before depreciation,
exceptionais and goodwill amortisation compared with 31 times a year earlier. Higher
net interest was due to higher average indebledness compared with the first half of
2001.

Net debt (excluding the Goldfish facility) increased to £485 million at 30 June 2002
from £433 million at 31 December 2001. The increase was the result of higher
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In the first half of 2002, the Group built upon its strong 2001 performance. The results
show that, against a backdrop of economic and market uncertainty, the Group
continued to demonstrate its unique blend of defensive and growth-oriented qualities.
The benefits of our UK energy market position, the hedging effect of our energy asset
management and the scale of our broader customer relationship activities were all in
evidence. The evolving profile of the business is reflected in a larger propertion of our
UK profitability (49%) than last year (16%) deriving from our customer-facing activities.

First half 2002 turnover and profitability

Group turnover (excluding Accord trading revenue) was £5.16 billion for the first half of
2002, up 7% from the prior year pericd; 6% of the 2002 turnover is attributable to
acquisitions since July 2001. Higher sales to our business customers — through
Centrica Business Services — was complemented by an increase in residential
electricity sales, growith across the AA’s roadside and personal finance units, in Home
Services and One.Tel and in North Armarica. Gas sales volumes were lower.

Group operating profit (including joint ventures and associates, before exceptionals and
goodwill amortisation) of £627 million was up 43% from £437 million in the first half of
2001, with improved performance across most brand units, particularly British Gas.
Aggregate Group gross and operating margins (excluding Accord) were 31% and 12%,
up from 25% and 9% respectively in 2001's first half.

Cash flow, capital expenditure and acquisitions

Group operating cash flow (from continuing operations, before exceptional payments)
was £330 million during the first half of 2002, versus £337 million in 2001. An increase
of £204 million in operating profit before depreciation (including joint ventures and
associates, before exceptionals and goodwill amortisation) was more than offset by
changes in working capital and provisions caused largely by accelerated gas
transportation prepayments, petroleurmn revenue tax ("PRT”) and gas production royalty
payments of £92 million, £108 million and £31 million respectively.

Total capital expenditure was £154 million this year, up from £79 million in the 2001
period. This was due primarily to an increase of £65 million in capitalised information
technology investments, which consisted largely of new hardware, professional fees
and software associated with our new Customer Relationship Management (CRM)
infrastructure. Acquisition expenditures were £523 million in the first half, consisting
primarily of our Enbridge Services and Brigg power plant transactions (2001: £103
million). The Group’s net cash outflow before financing was, as a result, £468 million,
against a net inflow of £53 million a year earlier.

Net interest, net debt and net assets

Net interest payable was £28 million (2001: £20 million) and was covered 29 times by
operating profit (including joint ventures and associates) before depreciation,
exceptionais and goodwill amortisation compared with 31 times a year earlier. Higher

net interest was due to higher average indebtedness compared with the first half of
2001.

Net debt (excluding the Goldfish facility) increased to £485 million at 30 June 2002
from £433 million at 31 December 2001. The increase was the result of higher
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operating profit and an equity placement of £426 million being more than offset by
increases in working capital, capital expenditure and acquisition payments. Net assets
grew by 47%, from £1.54 hillion to £2.26 billion, over the first half of 2002, reflecting
retained earnings and the equity placement during the period. Our resulting ratio of net
debt (excluding Goldfish Bank facilities) to book capitalisation was 17% at 30 June
2002 (Dec 2001: 22%).

Taxation

The ongoing taxation charge of £168 million for the first half of 2002 represents a 28%
rate on profits adjusted for goodwill amortisation (2001 comparative rate 22%). The
increase in effective rate is due to higher taxation on offshore gas production, including
the introduction of a 10% corporation tax surcharge with effect from 17 April which
increased the tax charge by £11 million. The overall charge is still less than the UK
30% statutory rate, however, primarily because we are recognising deferred tax assets
during 2002 which were previously unrecognised at the last year end.

The exceptional tax charge of £25 million represents the one-off cost of restating the -
offshare gas production deferred tax liability at the new rate of 40%.

Customer satisfaction

The AA's flagship breakdown service has achieved the highest levels of customer
satisfaction recorded to date. The AA has also regained the J D Power award for
customer satisfaction, winning it for the 3rd time in 4 years. Customer satisfaction with
the AA Insurance service and theAA.com has also increased.

The focus on improving further both customer service and customer satisfaction within
British Gas has continued in the first half of 2002. In the first quarter of the year a
decline in service and satisfaction measures reflected customer reaction to the gas
price increase and the industry wide issue of mis-selling. By the middle of the year all
key customer satisfaction measures had recovered to at least 2001 first half year
levels. Year on year, more customers rated British Gas performance as "meeting their
needs" and expressed a likelihood of recommending British Gas.

Outlook

In the delivery of our strategy, Centrica is focused on the application of six core
competencies across the Group:

Deeper customer understanding and insights

Product innovation and appropriate cross-selling

Service standards to win and retain customers

Employee programmes to develop world class customer relationship and brand
building talent across the Group

Value maximising upstream asset and strategic procurement activities

Leveraging operational synergies and best practice across the Group

VY VVVY

Centrica's application of these principles will deliver across the Group a consistent
approach to growing and developing durable and profitable customer relationships.
These will be supported by continuing a strategic level of vertical integration within the
energy sector, as our gas and electricily assets serve to hedge and underpin our
growth plans.
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For British Gas, residential gas price increases are combining with more stable
wholesale gas and electricity cosls to yield a recovery towards a sustainable level of
industry profitability. We will continue 1o implement our advanced customer
relationship management systems, the costs of which will have a temporary adverse
impact on operating profit margins until the end of 2004. The winding down of these
costs complemented by subsequent annual synergies and higher gross margins,
should together result in further growth in British Gas operating margins in the medium
term.

We expect underlying profitability of the AA ta continue to improve, driven by current
investments in both brand marketing and information technology.

We expect to increase market share and profitability in the UK commercial energy
sector. Through the launch of Centrica Business Services, our management focus and
product portfolios in this sector are being significantly enhanced.

‘The North American market continues to represent a significant value creation
opportunity, given our unique focus on the marketing and service elements of
deregulated energy and service provision. While deregulation has proceeded
inconsistently, we believe its progress will continue and will benefit from the
experiences of competitive markets such as those in Ontario and Texas. Our primary
concern relates to the willingness of regulators to maintain incumbent pricing at levels
which allow sufficient and stable gross margin headroom to attract committed new
market entrants, which could dampen organic growth opportunities in the near term.
We are maintaining a diversified approach to customer acquisition, including both
organic growth and the acquisition of incumbent customer bases, similar to the recent
AEP transaction in Texas. Where markets are yet to deregulate, we continue to
assess opportunities to acquire regulated customer bases. We also expect to generate
cash proceeds from the divestiture of water heater assets, acquired earlier this year
with Enbridge Services in Canada.

In our telecommunications units, we remain on track with our plan to halve year-on-
year operating losses in 2002. We bslieve that OFTEL-led moves towards full
competition in the UK residential fixed line telephony sector will afford us good medium
term prospects for profitable growth across the residential communications product
mix. 2002 financial results for Goldfish Bank are expected to be very similar to thase
reported for 2001, with initial banking platform implementation expenses outweighing
credit card profitability.

After our strong performance in the first half, and taking account of planned levels of
investment and the outlook for margins acress the group, we expect to achieve good
progress for the year as a whole. Over the medium term, higher operating profitability
across the Group should combine with lower cash PRT payments and reduced CRM
investments to yield significant increases in Centrica’s free cash flow generation.

Sir Roy Gardner
Chief Executive

5" September 2002
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SEGMENTAL BUSINESS COMMENTARY

Note: All financial results listed are for the six months ended 30 June 2002, All
references to ‘“the prior-year period”, “2001” and ‘“last year” mean the six
months ended 30 June 2001 unless otherwise specified. All operating profit
numbers are stated before exceptionals and goodwill amortisation unless
otherwise stated.

We draw aftention to the fact that Centrica financial results are reported in respect of the brand
unit divisions that now are utilised in the day-ta-day management of the business. These have
been structured to mirror the brand-focused customer relationships that are at the core of our
business medel.

British Gas Residential

Aggregate turnover for British Gas Residential including British Gas Communications
was up 1.6% in the first half of 2002, at £3.26 billion (2001: £3.21 billion). Lower
residential gas revenues were offset by continued growth in residential electricity
supply revenues as well as further increases in Home Services revenue.

Operating profit improved significantly to £193 million (2001: £28 million) representing
an operating margin of 5.9% (2001: 0.9%). A significant improvement in residential gas
profitability was complemented by continued progress in Home Services, a further
improvement in residential electricity, and a reduction in operating losses in British Gas
Communications.

British Gas share of the aggregate residential energy customer base in Great Britain
remained steady against the same time last year, at 40%. Net [osses in gas customers
were in line with the previous period. Electricity sales growth was tempered by a
reduction in commission-only sales agents and a greater focus on value. Whilst
relatively high churn rates have persisted this year, management believes that our
premium British Gas brand, customer service and breadth of branded Home Service
offerings will continue to afford us significant competitive advantage.

Substantial increases in residential energy gross profits for the six-month period were
partially offsst by the expensed portions of our investment in CRM, infrastructure (£11
millien) and by higher spending on British Gas brand marketing of £84 million (2001:
£50 million). General and administralive expenses were higher as a result of higher
manpower costs, increased spending on Energy Efficiency Commitments (EEC) and
higher debtor provisions.

Key residential energy performance indicators:

For the six months ended 30 June 2002 2001 A%

Customer numbers (periog end) (0Q0):

Resigental gas......c.occvieiiiericirceeeas 13,025 13,598 (4%)

Rosidential €loCHiSity, .o iiveirvreirirne e, 5,592 4.326 29%
Estimated market share (QQ0):

Residential gas........oo0vin0ee. venns 55% 68% (3 ppts}

Residential electricity. ...........o.coiiieen.. .. 22% 17% 5 ppts
Average consumption:

Residential gas (therms)......cvvvevieaeenenns 346 394 (12%)

Residential electricity (kKWh)...coociiiiaienren, 2,049 1.988 3%
Weighted average sales price:

Residantial gas (p/INBM)...cccviiiiinianiennin 46.6 42.6 9%

Resigential electricity (e/kWh)................. 6.06 6.03 0.5%
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Weighted average unit ¢asis;

Residential gas (WACOG, pitherM)a .- 22.3 21.4 %

Residential slectriclty (WACOE, p/kWh)... 2.47 2.85 (3%)
Transporation & metering charges (Em):

Residential @a8S.....coviininir oo 663 873 (24%)

Residential 818CHICItY, v vveecerrerniinnicnens 231 1685 40%
DT> ] = | P U P TP TR VTUTONS 894 1,038 (14%)
Sales and marketing expenses (% of wrnover) &% 3% | O.&pprs
Average products per Customer (T)i.ae-eeeeenn- 150 142 &%
Turnover (Em):

Residential gas......coeveeenieimiceieee e 2,176 2,370 (8%)

Residential electriCity...c.ovirivivirvrirrnieins 874 491 37%
-1 7| P T P TP PP IR TP TIT: 2.850 2,861 {0.4%)
Operating profit (£m):

ReSIENNAl GS. < uccvnirenieeracnemecracrenens 172 55 213%

Residential €loCUiCITY . vviverveeerrercaneermeanns 25 14 79%
B=1 7 P P T PTTTTOyTN 197 69 186%
Operating margin (%):

Residential @as..ivviiriniiveriniiininmn 8% 2% 6 ppis

Resldential electricity. .......veeviveiivinivionne &% 3% | 0.8ppis
Tl e e 7% 3% 4 ppis

* Includes all British Gas branded products: gas, electricity, home services and telecoms.
Residential gas

Increased gross margin from higher average selling prices (following price increases in
April 2001 and January 2002) was offset by a reduction in average consumption
reflecting the warmer UK winter weather in 2002 and the net loss of 0.8 million
customers. Overall weather impact on operating profit was £44 million adverse versus
last year.

The weighted average cost of gas increased 4% over the same period last year,
reflecting higher market prices during 2001 which influenced prevailing contract costs
during the current “gas year’ commencing in October 2001. Gross profit grew by 52%
to £466 million (2001: £306 million). Transportation and metering costs were reduced
due 1o lower gas sales volumes and the recovery of overspending on the National
Transmission System entry fees in mid-2001 through the consequential lower overall
transportation charges in ate 2001 and early 2002.

Wholesale gas procurement contracts will take another step in the latter part of 2002
towards greater linkage to wholesale gas prices due to an underlying change in our gas
contract portfolio, bringing our cost structure closer to that of our competitors. The
proportion of our total gas procurement (including our own equity gas) which will be
linked to UK wholesale gas prices will increase from under a third to over a half by the
end of 2002. British Gas secured two long-term wholesale gas price-linked gas supply
contracts in June 2002. Both contracts are expected to commence in 2005, delivering
approximately 13 billion cubic metres per year over a ten-year period; this equates to
around 30% of current demand.

Residential electricity

Despite a reduction in prices last year, our weighted average selling price was
approximately unchanged from the same period in 2001 whilst average consumption
increased 3%. This results from a change in the customer mix, in particular the rapid
customer growth in the prepayment market which operates on a higher tariff given
related administrative cost levels.

Our net increase of 1.3 million customners (29% over the prior-year period) continued to
grow the business. We continue to win customers in all areas due to a strong nationai
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presence and our focus on customer service, combined with a good value customer
proposition vis-a-vis our competition.

The 3% decrease in weighted average cost of electricity was driven by lower wholesale
market prices, from which the group benefited for part of its procurement. Much of the
reduction in market prices has been for baseload power, with the Group now securing
a substantial proportion of its requirement for mid-merit and peak 'shape' through use
of our own power stations. Resulting gross profit grew by 42% to £163 million (2001:
£115 million).

Home Services

British Gas Home Services continued to report strong growth in the first half. Higher 3-
Star central heating cover and installation revenues were complemented by good
contributions from our newer products.

Our engineering staff numbers (including installation engineers) were 5,728 at 30 June
2002, up from 5211 a year earlier. Access to adequate skilled engineering staff is a
key source of competitive advantage in the home services sector, and during the first
half of this year we announced our intention to recruit and train approximately 3,000
engineers by 2005.

Increased turnover and improved gross margin percentage have generated a £29
miliion improvement in gross profit which has been partly offset by increased operating
costs, mainly due to higher manpower and British Gas marketing expenses. The
resulting growth of 100% in Home Services operating profit illustrated the continuing
scalability of our Home Services business model as increases in our customers and
product range yield sustained profitability improvement.

Key Home Services performance indicators:

Far the six months ended 30 June 2002 2001 A%

Cuswomer numpers (period end) (300):

Central heating Service ContractS.......varuress 3,324 3,278 1%

Kitchen appllances Cover..........cocevevneeeen 651 535 22%

Plumbing & drains COVEr ....cooaieiiianrannne 921 624 48%

Electncal CoOVeI....ciiviiiiiiiiiiersnee cervenin 262 19 nm

[0 T T 28 19 47%
R = PO T OO TP OPppon 5,186 4.476 16%
Turnover (Em);

Central heating service contracts............... 184 179 8%

Ceniral heating installatons,........ 120 112 7%

Other .o 74 48 54%
TOEl veuvieveenirersnsirirsienrisirriiriens 388 339 14%
Engineering staff employed (000).......ccoreuieeees 5729 5,211 10%
Sales & markeling expenses (% of tumover).... 5% 5% | (0.4 pprs)
Totwal operating Profit (KM e viieeriroricerarece: 22 11 100%
Operating Margin_ (%) ... vevrereerrsienneenrrenirsre: 8% 3% 3 ppts

British Gas Communications

Turnover increased by 86% to £26 million, driven primarily by a 41% increase in
customer numbers to 385,000 (2001: 273,000). Our average monthly revenue per
customer remained relatively flat at around £11.00. Our focus for this year has been on
increasing the value of the customer base through enhanced product offerings and
operational efficiencies. Gross margins for 2002 improved to 27% (2001: 26%).

The net contribution of British Gas Communications was an operating loss of £26
million, reduced from £52 million last year as a result of curtailed marketing activities
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and the completion of the integration with acquired One.Tel billing systems and other
infrastructure. The continued operating loss reflects the fact that the underlying
infrastructure was put in place to service a much larger customer base. The migration
of the British Gas Communications call volumes on to the One.Tel switches later in
2002 will reduce transmission costs by using the lowest cost routing capability resulting
in improvements in gross margin.

A number of initiatives to reduce operating costs through back office consolidation and
realise the synergy benefits of the One.Tel acquisition were completed in the first half
of the year. The largest of these was the successful migration of the British Gas
Communications customer base onto the One.Tel customer care and billing system
which will deliver savings in operating costs in the order of £1 million per month and
ongoing savings in system development costs, particularly on the launch of new
products.

Following recent OFTEL announcements the medium term competitive outlook for
British Gas Communications has improved. Please refer to page 14 below for further
discussion of the pasitive impact of these changes.

Key British Gas Communications performance indicators:

For the six months ended 30 June 2002 2001 A%
Customer numbers (period eng}000). . ..covvvrieree.. 385 273 41%
Average minutes use per monih (fixed ling).......... 344 357 (4%)
ARPU (E)seiivivinirenionnnneresiiriaieiai e, 11 114 (4%)
Gross Margin (%) svecressseerirrrernsersniririrairi e 27% 26% | 0.8 ppts
Sales & marketing expenses (% of wmover)......... 8% 22% | (14 ppts)
TUMOVET (EM).. e eviiiiiiisitoierniniisiissinnrssivissrnn 26 14 86%
Qperating profit (EmM).cooooes o aaae (26) (52) 50%

Centrica Business Services

Centrica continued to increase its market presence in the UK commercial energy
sector. Following the creation of Centrica Business Services and the acquisition of
Enron Direct and (in August) Electricity Direct, significant additional focus and impetus
has been provided to serve and expand this customer base. Following these
acquisitions, we estimate our aggregate share of the total UK commercial energy
market to be 26%, made up of 52% for gas and 19% for electricity, measured as a
percentage of total supply points.

Current operations primarily include gas and electricity supply to approximately
760,000 business customers at 30 June 2002 (of which 160,000 were acquired through
Enron Direct). Average customer billings decreased due 1o relatively warm winter
weather and a shift in customer mix towards electricity, driven by the acquisition of
Enron Direct and organic growth in the electricity supply market. Gross profit was £80
million for the first half of this year, up from £36 million last year.

In addition to gas and electricity sales, Centrica Business Services is structuring
broader bundled offerings for these customers which may include energy-related
products, communications, vehicle fleet management, financial and other services,
according to customer needs.

Sales and marketing costs (as a percentage of turnover) increased moderately, driven
by an active organic growth campaign and the inclusion of Enron Direct. Operating
profit grew by 111% to £40 million.
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Key Centrica Business Services performance indicators:

For the six months ended 30 June 2002 2001 A%
Customer numbers (period end) {000):
[T P 380 337 13%
[T T =11 2 U S PURPUN 380 118 222%
= P PP UTTITeS 780 455 67%
Average consumption:
Gas (INBMIS)... o ceiriectc v 1,887 2,377 (21%)
Electricily (RWH). v rerresseereeioninizeerns 10,491 5.622 87%
Weighted average sales price:
Gas (PANBMN).....ccooviinimme v rra e 3741 32.9 13%
Electricity (B/AWR) oo rvrineieraiinanieennn, 4.88 5.58 {13%)
Weighted average unit costs:
Gas (WACOG, pthem).c...cooevevirnniinnnn, 216 207 4%
Electricity...(WACOE, p/kWh).oooiernreens 2,34 2.67 {12%)
Transportation & metering charge (£m):
GaS. it et e 64 69 (7%)
LY (1] | S 75 12 525%
T, taivriaririoi o et b be et 139 81 72%
Sales & markeling expenses (% of wrnover) 3% 2% 1 ppt
Turnover (Em):
Gas.iiiinn e 266 263 1%
Electricity 208 37 462%
= =1 O PO PP PP 474 300 58%
Operating prefit (Em):
LY T R 25 15 87%
Eloctitity. v e e 15 4 275%
=) T TR P PTFT T TTPRIN 40 19 111%
Operating margin (%):
GaS. ueireiriein e e 9% 6% 3 ppts
T 1T (YU T% 11% | (4 pprs)
TOMAL e rvernrrereeeireresasesinr e e 8% 8% 2 ppts
CEMG

The Centrica Energy Management Group (CEMG) consists of gas production
operations, electricity generation (managed for British Gas Residential and Centrica
Business Services), large volume industrial and wholesale gas sales, and our energy
procurement, optimisation and scheduling operations as well as Accord trading. This
unit is fundamental — through its provision of appropriate and advantaged access to
energy supplies — to the success of the customer-facing operations that are at the care
of Centrica's consumer marketing business model.

The energy supplies procured for the Group must match downstream demand
requirements at competitive cost levels in relation to the scale and "shape” of our
customer needs. We continue to believe that, over the short term and given current
market dynamics (e.g. price trends, liquidity, volatility, forward curve shape, and our
downstream market position), it will be optimal for CEMG to provide around a quaner of
the Group’s downstream gas and electricity requirements from internal sources of
supply.

The energy assets currently owned by the Group are of high quality and feature
substantial inherent flexibility that affords both value and competitive advantage to our
supply operations. The production levels of our major gas fields can be altered in
respanse to variations in demand quantities or market movements, whilst cur electricity
generation plants are gas-fired and flexible by nature, predominantly providing mid-
merit and peak supplies on a scale which would be otherwise difficult to procure.

10
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In a market context including relatively warm UK weather (reducing gas demand) and
low recent wholesale electricity prices (reducing the "spark spread” profitability of
power stations), CEMG reported operating profit of £336 million, down from £351
million last year. A 14% reduction in gas production operating profit, due to field
rescheduling, was partly offset by better results in industrial sales and Accord trading,

P.13/34 F-888

as detailed below.

Key CEMG performance indicators:

For the six months ended 30 June 2002 2001 A%
Gas production :
Preducton volumes {m therms):
MOIBEAMDE. .......ivmre i sirassen 2,130 2,425 (12%)
[ 14T L S 2148 218 (2%)
-3 = | P NN 2,344 2643 (11%)
Average sales price (p/Ihem).................. 226 227 (0.4%)
Tumover (M) (EM).uiiniirnree. 564 832 (11%)
Operating costs (% of Tumover):
ROYAITBS. i ivevieeeiiiicreiee i 8% 8% -
Petroleym Revenue TaX.....coccoovveeennnin 8% 8% -
Preduction and other.....c.ceviivvivrinienennn. 33% 31% 2 ppls
B =7~ P T 49% 47% 2 ppts
Operating profit (EM). . creceiieeceeans 280 336 (14%)
Industrial & Wholesale;
Sales volumes (M INEMS).iicierireniin, 2,725 3.224 {15%)
Average sales prics (R/NamMM ). coceeeeenin.n. 19.9 20.0 {0.5%)
Qperating profit (M), . ooovieiiicriieieeiannens 31 5 520%
Accord .
Traded velumes (physical):
Gas (Million therms).........cceevniiianni 9,713 9,585 1%
Efectricity (GWH)uviuvinirnvrenininen 37,178 n/a n/a
Operating Profit (Em)....ooooeeeeereaicnennn 15 10 50%
CEMG operating profit (Em)........ . 338 351 (4%)

(") Of which 94% is 1o entbes within the Group,

Gas Production

Wholesale gas prices remained relatively high during late 2001 and early 2002,
impacting the pricing of our upstream gas production (which is subject to a 3-8 month
lag to market pricing). A reduction in aggregate production volumes was largely due to
unseasonably warm winter weather, as well as a more recent significant reduction in
spot wholesale gas prices which is enabling us to profitably procure in the open market
whilst rescheduling equity production to a subsequent period.

Industrial sales and wholesaling

Industrial and European gas sales, which largely take place under contracts entered
into prior to the Centrica demerger from British Gas plc, fell in value due to wholesale
spot market price decreases, the early termination of one large contract and lower
sales to third party UK power stations. The operating profit contribution from these
sales was up due to higher gross margins, caused by differential time lags on
escalation factars (linked to various commodity markets including oil products, PPI,
etc.) in gas sales contracts compared with cernain gas purchase cantracts, as well as
josses on the termination of certain out-of-the-money contracts last year. A profit of £9
million was recognised in connection with the early termination of an in-the-money gas
supply contract.

Electricity generation

We currently have interests in four power stations with peak capacity of 1.7 GW and a
0.9 GW tolling agreement with Intergen on its Spalding plant which should be

11
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operational by the end of 2004. Income is received by our power stations in the form of
"tolling fees". CEMG, upon scheduling a power production period to match our
downstream requirements, provide gas for conversion to power. For the half year, the
volume of production at our generation plants was 3,436 GWh.

The value of our plants remains in their flexible mid-merit and peak generation capacity
amid a less liquid market for peak supplies. The strategic importance of these plants,
and those which we acquire in future, will rise as our downstream demand increases
and as volatility remains or prices increase in wholesale baseload and pesak power
markets.

Accord

Our Accord trading operations continued to support our strategic procurement
requirements and take additional trading positions within permitied limits based on our
wholesale market outlook. Volumes traded during the first half of 2002 were equal to
1.1 times and 1.8 times, respectively, the gas and electricity volumes supplied to our
downstream customers.

The value-at-risk (VaR) limit allocated to these trading activities continues to be limited
to £21 million (in addition to £4 million for our North American activities). This VaR limit
is based on historic volatility (over the last 90 days of pricing data) such that the
absolute value at risk on the Accord trading portfolio is capped with a 95% degree of
confidence and a 30-day liquidation timeframe. This limit is automatically reduced
through the year if the realised position shows a loss, such that when the latter is
combined with the mark-to-market on the open position, the loss in any calendar year
should be 'capped’' by the VaR limit. The VaR limit operates at a gross level (£21
million) and at an individual trading book level for gas, power and weather.

VaR is further supported by open volume limits to protect from sudden very significant
volatility changes, credit checking and individual counter party trading limits.

In the first half of 2002 Accord’s operating profit was £15 million (2001: £10 million),
mainly due to increased contribution from gas trading. Physical traded gas volumes
were siable year-on-year, whilst electricity volumes grew to 37,178 GWh for the first
half of this year following the initiation of wholesale electricity procurement and trading
under the UK’s New Electricity Trading Arrangements.

The AA

The AA continues to perform well. Record Roadside Services membership (46%
market share) was accompanied by strong continuing growth in the AA's Personal
Finance operations as well as the addition of AA (formerly Halfords) Service Centres
(AASCs).

Operating profit of the AA's Roadside and Personal Finance units, excluding results of
the AA's other operations, was up almost 24% to £47 million in 2002. Growth in
Personal Finance profits of 35% represented the majority of this increase, together with
a growth in Roadside Services profit of 14%. These increases were partially offset by
losses in AA Traffic & Travel. The AA also expensed its acquisition of Tyreserve,
which complements the Service Cenires and mobile tyre service sales as part of a
national network.

12
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The AA has commenced a substantial new brand campaign around the theme of “Just
AAsk”, designed to focus consumer atiention on the wide variety of products and
services offered by the AA beyond Roadside Services and across the spectrum of
motoring needs. Total AA marketing expenditure, including this campaign, was £41
million for the first half of 2002 (2001: £31 million).

In addition, the AA is implementing a new Customer Relationship Management (CRM)
infrastructure to leverage and support its relationships across the AA Brand, enabling
both cost efficiencies and greater cross-selling opportunities. This is a three-year
programme, and in the first half of 2002 £1.7 million was expensed with additional
investment of £2.3 million being capitalised.

The AA's new route guidance system has improved the quality of service for members
through faster average 'call 1o arrive’ times. The AA remains at the forefront’ of
technology in this sector. Further new systems are being field tested to reap the
benefits of even better fault diagnostics and communications technology.

A new product providing Parts and Labour Cover for car breakdowns not repairable at
the roadside has been launched. Over 45,000 customers have taken this product in
the first six months of 2002, directly as a result of cross selling to the current customer
base,

Demand for car and personal loan products was very encouraging as the fixed term
loan book (in joint venture with HBOS pic) grew by 62% from a year earlier to £605
million. Other receivables took the total asset book to £720 million. Over 40,000 loans
were written during the first half of this year, double the number written during the same
period last year, due to more focused marketing activities including television
advertising. Increased gross profit from the expanding loan book was offset by sales
and marketing expenditure to drive continuing customer growth.

The AA’s other units now include the AA Service Centres, providing a physical AA retail
presence for integration with Roadside Services activities and for the cross-selling of
other preducts. Out of a total 129 sites, 110 have been upgraded and rebranded with
the remainder due for completion by the year end. AASC turnover was £21 million of a
total of £53 million for all AA Other Operations, which also includes its Publishing,
Traffic & Travel, Driving School and Signs unil. Joining this mix of established
businesses is Tyreserve, Golf England and AA Buyacar.

Key AA Perforrnance Indicators

For the six months ended 30 June 2002 2001 A%

Roadside Services:
Customer numbers (pericd end) (000).......... 12,587 11,649 8%
Customer renewal rate (%) .o ieeeeeererennnn 83% 83% -
Average transaction valde (E)...vciciiiavininnn 40.5 42.9 (B%)
Roadside patrols employed.........ocovveeeneee. 3,680 3,669 0.3%

Personal Finance:
Insurance customers (000}

2 5] =T P R PP 952 865 10%
[ [ 1 TPt 647 591 9%
Overall renewal @B (% )eveecrrrrersrrrriarreen 81% 78% 3 ppis
Average annual premium (£}, 262 258 2%
Total insurance revenue (Em)........cccecenennnne.. 44 40 10%
Loans (fixed torm) book Size (EM)..ivivennies 605 374 62%
Loan boek (fixed termn) operating profit (Em). 10 g 11%
Numpber of fixed term personal leans (000)... 106 71 49%
AA Service Centres:
SilE NUMDENS...civvienieciienterierasenssrrasnen, 129 n/a nia
Average turnover per site (£000)................ 164 n/a n/a

13
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Turnover (Em):

RO2GSILO SOMVICRS. ..c.ooiiiiiviitinisrararainaes 233 232 0.4%

Personal finance. ..o ccvericciiiriiineiienienis 83 69 20%

Other operationS...vvvvravivinrairrercrmie 53 29 83%
- P P PP T T TP TP PR TOn 389 330 12%
Sales & markating expenses (% of urnover) 11% 9% 2 ppis
Operating profit (Em):

ROAdSIAR SEIVICES....ooveen i raen e namare 24 21 14%

Personal finanes.......oovvivierinrierrereenans 23 17 35%

OtNBr 0PBratIONS. eeiverceiiicrieee v racaenes 1) (3) (267%)
Total. e it st 36 35 3%
Operating Margin (¥o)veeveerruerseverissarvissrarerinns 10% 11% (1 ppY)
One.Tel

Management's focus for this year has been on increasing the value of the customer
base through enhanced product offerings and operational efficiencies. Turnover saw
sequential growth of 16% from the second half of 2001, as a result of an increase in
our customer base and average revenue per user (ARPU) for fixed line and
narrowband internet services.

Our variable gross margin of 51% reflects the successful operation of our lowest-cost
switched call routing system. Excess capacity and competition between carriers
provided further opportunities to negotiate improved transmission charges, resulting in
an increase of 3.6% in variable gross margin. Our switched reseiler business model
relies on the use of networks of a variety of infrastructure owners (13 at 30 June 2002),
mitigating risks associated with network failure or carrier financial distress. Operating
profit (before exceptional charges, goodwill amortisation and interest) was £4.7 million
after customer acquisition costs of £7.7 million.

One.Tel has successfully participated in trials of the revised industry process for Carrier
Pre-Selection {(CPS), which resulted in implementation of an enhanced system in July.
This introduction should have a positive impact on ARPU and reduce customer losses,
as customers will have the opportunity to switch permanently their default call supplier
from BT, using @ more customer friendly transfer process.

OFTEL'’s June decision, following its review of BT's retail price controls, requires BT to
provide a viable Whaolesale Line Rental (WLR) product which will enable us to provide
full fixed line services with a variety of line rental and call tariffs and a single billing
customer relationship. An interim product is due for September, with the full solution
expected in the first half of 2003. Centrica believes that both enhanced CPS and WLR
are positive developments which will help to provide a more level playing field for
competition in the fixed line residential market with BT.

One.Tel has launched several new products during the period. A new preferred
distribution agreement was agreed with Vodafone, enabling the launch of One.Tel
mobile service with a £4.99 monthly line rental charge. One.Tel broadband internet
service was launched at a retail price of £27.99 per month. We believe that both of
these offerings are highly attractive to UK retail customers. |n the medium term, we
believe that these crucial industry developments, together with the launch of our new
mobile and broadband internet products, provide us with a sound platform to exploit
prafitably substantial developing market opportunities in the UK.

14
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Key One. Tel performance indicators.

For the six months ended 30 June 31 Dec A%
2002 2001
Customer numbers (30 day Iolling) (period ENG)LOOO) 870 785 1%
Average minJies use par month (fi xed line)... . 283 277 2%
ARPU (fixed lin€) (B)vsperririetoeiiiiieininres 16.4 15.9 3%
Varable Gross Margin (%), cieceaceeeeneeciiiinnnn, 51% 47% 4 ppis
Sales & markeling expenses (% of wrnover)......... 10% n/a” -n/a-
Turmover (EmM) . e asia i 73 65 15%
Operating profit (BM). voveocia oo ivatiraoieiaaieny 4.7 3.5 34%
Operating MArgin (). vzt &% 5% 1 ppts

* Cost classifications In ine with Centrica accounts standards are available beginring 1/1/02
™ 2001 turnover is from date of acquisition (3 July 2001)

Goldfish Bank

Our Goldfish Bank joint venture (with Lloyds TSB) has continued to build its business
platform, with credit cards in force and average spending per active card up by 2.7%
and 13.1% respectively during the first half of 2002 compared with the same period last
year.

Credit card profit contribution was £7m (2001: £2 million). Total net interest income
was £18 million (2001: £14 million) and was accompanied by fee and other income of
£25 million. Bad debt expense continued to remain well controlled at less than 3% of
outstanding card balances. Loyalty scheme costs reduced by 1% to 32% of income.
Goldfish Bank is currently completing preparation for the transfer of all card processing
operations from our former partner (to which we continue to pay processing fess) to our
own infrastructure, including both call centres and billing platforms.

In addition to the credit card contribution, Goldfish Bank incurred operating expenses
comprising £2.4 million for brand marketing and £22 million for banking systems
infrastructure and product development costs. A further £22 million was invested
(capitalised) in the development of Goldfish Bank's IT platform infrastructure. This
scalable platform is intended to support our multi-product offering plans and completion
is due in December 2003.

Recent awareness and advertising campaigns have begun 1o increase the profile of the
Goldfish brand, prompting increasing customer card use and preparing the market for a
wider range of product offerings. We believe the Goldfish product set, as it is launched
over the next two years, will be innovatively positioned between the traditional UK
banking sector, which has consolidated considerably in recent years, and single-
product competition which often lacks high levels of brand recognition. Beyond the
credit card, 65,500 additional Goldfish products were sold during the period.

August saw the full launch of both an online instant access savings account with a
competitive 'best buy’ rate and an unsecured personal loan product which has the
unique feature of a combination of no early repayment penalties and a (oyalty bonus of
Goldfish points consistent with the credit card scheme.

Key Goldfish Bank Performance Indicators:

For the six months ended 30 June 2002 | 2001 A%

Credit caras in foree (000)........veverieneainat 1,050 1,022 3%
Average menthly spend per active card (£)... 512 452 13%
Gross card receivables (000).......covvvieeiinrnes 671 661 2%
[ Netinterest Margin (Zo)ue. . ooceroreieeoiimsieeren 6% 4% 2 ppis

is5
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Creait Card Income (Em)

Net iMerest iNCOME. v canmririanions 18 14 29%

Fee reyenue and other INCemM8.......vvrveess 25 25 -
Total (before deduction of Joyalty costs)........ 43 35 10%
Loyalty scheme costs (% of income)............. 32% 33% (1 ppt)
Card processing costs (% of income)........... 19% 15% 4 ppts
Credit losses (% of receivables) ................. 3% 4% (0.7 ppts)
Credit card profit contribution (Em). ", oovieens 7 2 250%
Goldfish non-credit card products income (Em) 1.6 0 -
Sales & marketing expenses (% of income). ... 5% 0% S ppts
Goidhsh operating profit/(ioss), befora minority interest (£m) {(17) {22) 23%

= Prior 1o aliocation of a porion of aggregate Goldfish operating expenses.

Centrica North America

Centrica operates in North America under the Direct Energy and Energy America
brands and, in accordance with transitional arrangements in respect of the services
pusiness, under the Enbridge Services brand.

Energy supply turnover of £412 million for the first six months of 2002 represented an
increase of 11% from the prior year period, largely due to the combined effects of
higher average gas selling prices up 14% and organic growth in the new Ontario and
Texas electricity markets, partially offset by an unusually warm winter in Ontario. The
mix of this turnover shifted significantly towards residential gas and electricity (versus
industrial and commercial sales); these residential sales grew by 41% to £328 million.

In electricity, at 30 June 2002, we were serving ar processing applications to serve
approximately 500,000 and 75,000 consumers eligible for electricity supplier choice in
Ontario and Texas respectively. The size of our residential gas customer base
increased by 4% but was hindered in some states where regulatory regimes have
allowed incumbent utilities to undercut our fixed price offers by passing through sharp
fails in wholesale prices.

Energy supply gross profit was £42 million, up 14% from the 2001 period due 1o a
turnover increase of 11%. Operating profit was impacted by £20 millien in market entry
costs related to the openings of the Texas and Ontario residential electricity sectors.
Our investment in marketing, information technology, training and other employee and
office infrastructure reflects the positioning required to continue expansion in our core
business and build a business model which parallels Centrica’s in the UK.

To encourage the smooth deregulation of new energy markets we continue our
cooperative dialogue with regulators in states and provinces which have expressed a
desire to pursue, but have not yet fully completed, deregulation.

in May Centrica acquired the retail home and business services operation of Enbridge
Inc. for a cash consideration of C$1.0 billion (£437 million). The acquisition supports
Centrica's strategic initiative of becoming the premier innovative consumer marketer in
the energy and home services market in North America. During the period from 7 May
to 30 June 2002, the services segment generated a gross profit contribution of £24
million on turnover of £39 million. These results are in line with the financial returns
expected at the time of acquisition,

Development of our gas fields in Alberta continues. We drilled, completed and began
production at 182 wells during the first half of 2002, compared with 73 in 2001.
Production volumes grew by 12% to 183.7 million therms during the 2002 period,
representing 20% of our North American downstream gas sales. Gross profitability
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was, however, reduced substantially due to wholesale spot price reductions of
approximately 31%.

Centrica carefully monitors and manages its trading counterparty risk exposures and
has not suffered significant losses from the deterioration of US energy industry credit
quality. The vast majority of commadity and related contracts are undertaken with the
sole objective of procuring commodity to meet customer requirements in a manner
designed to minimize commodity price and supply risk. The balance of trading
operations remain small, with a value-at-risk limit of C$8 million (£4 million).

Operating profit for the first six months of 2002 declined by £4 million as increases in
residential gas profit and a first time contribution for 7 weeks from Enbridge Services
were more than offset by start-up costs in the Ontario and Texas electricily markets
and Jower wholesale gas prices upstream.

Key North America Performance Indicators

For the six months ended June 30, 2002 2001 A%

Customer numpars (penod enq):

Residential and small commerclal gas (0Q0)....... 1,297 1,250 4%

Residential electricity (000),vu ciirirnniniiniiinionen 875 - n/a

Home & Business services (000)........cceiviivnnne 1,733 - n/a

{8C energy (Sites Served) i civiveriiivinriiiriissiiny 49 48 7%
Average cahsumption:

Residenual and small commercial gas (therms):... 685 812 12%

Resigental electricity (kwh)i ..o .icoviiiviiinn 3,711 nfa

Industrial and commercial gnergy (M thems)...... 9.4 8.6 {(2%)
Weighted average sales price:

Reslidential and small commercial gas (pence per therm) 336 29.4 14%

Residential electricity (pence per kwh)......coveeuis 2.65 - n/a

Indusirial and commercial gas (pence per themm) 18.1 31.8 {43%)
Welghted average unit costs (p/kWhny):

Gas (WACOG) (pence pertherm ). vvoevreneins 27.9 26.8 4%

Electricity (WACQE) (penes perkwh)................ 2.28 - n/a
Gas production and energy trading:

Gas production volumes (M tNBMISH. . evreaiaen 183.7 164.4 12%

Average sales price (pence per therm).....ccue. 22.8 32.8 (31%)

Preduciion operating ¢osts (£000). .ovveveevivinnne 6,262 5,387 16%
Turnover ( £m ):

Resldential and small commearcal gas............... 297 232 28%

Residential electicify...........cocoivieinrincininn 31 - n/a

Home & BUsingss ServiCesS,..vciviuiiioreriniienninns 38 ’ - nfa

Gas proauelion......ovcrvirreeiirseccmr e cireaeennns 48 81 (21%)

1&C ENETGY.....cctii it e s s e 84 139 (40%)

B =)= P PP TP PPTOTe 489 432 16%

Sales & marketing expenses (% of turnover).......... 1% 3% | (2 ppis)
Operating profit ( £m);

Residential and small commercial gas ... 21 5 320%

Residential electricity....... rsr e e ey (20) (8) (122%)

Home & Business SerViCeS ..o iiviiinirainnienn 8 - n/a

1&C BNBIGY. .ov s e i e 1 2 (50%)

Gas production & energy trading i7 31 45%)

Total e 25 29 (14%)

Operating Margin %, ... rresireierearieiossirrrsirnarire: 5% 7% (2 ppis)
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Other Operations

The operating profit result for other operations was £8 million, which includes a profit of
£12 million on disposal of our interest in the Spalding power plant and the
developmental Eurapean operations.

Europe

Our Luminus joint venture in Belgium is progressing well. The Flemish market above
the 1 GWh level opened on 1 January 2002 and Luminus retained its share of
approximately 21% of the Flanders market. |t is now preparing for the broader
commercial market opening in early 2003, followed closely by the residential market
opening in July 2003 for both electricity and gas. The business is positioned as the
number two player in the Flemish market. When the residential market opens the
business expects to have nearly 600,000 residential electricity customers and nearly
200,000 residential gas customers.
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Independent review report to Centrica plc

Introduction

We have been instructed by the company to review the financial information for the six months ended 30 June 2002 as
set out on pages 20 to 31. We have read the other information contained in the interim report and considered whether it
contains any apparent misstatements or material inconsistencies with the financial information.

Directors' responsibilities

The interim report, including the financial informarion contained therein, is the responsibility of, and has been
approved by, the directors. The directors are responsible for preparing the interim report in accordance with the Listing
Rules of the Financial Services Authority which require that the accounting policies and preseniation applied 1o the
Interim figures should be consistent with those applied in preparing the preceding annual accounts except where any
changes, and the reasons for them, are disclosed.

Review work performed

We conducted our review in accordance with guidance centained in Bulletin 1999/4 issued by the Audining Practices
Board for use in the United Kingdom. A review consists principally of making enquiries of Group management and
applying analytical procedures to the financial information and underlying financial data and based thereon, assessing
whether the accounting policies and presentation have been consistently applied unless otherwise disclosed. A review
excludes audit procedures such as tests of conwols and verification of assets, liabilities and transactions. It is
substantially less in scope than an audit performed in accordance with United Kingdom Auditing Standards and
therefore provides a lower level of assurance than an audil. Accordingly, we do not express an audit opinion on the
financial information.

Review conclusion

On the basis of our review we are not aware of any material modifications that should be made to the financial
informarion as presented for the six months ended 30 June 2002.

PricewaterhouseCoopers
Chartered Accountants

1 Embankment Place
London WC2N 6RH

5 September 2002
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. Summary Group Profit and Loss Account
6 months 6 months Year ended
ended 30 June ended 30 June 37 December
Notes 2002 200! 200]
£m fm fm
Turnover:
Continuing operations before acquisitions 7,067 6,753 12,611
Acquisitions 30 - -
Continuing operations 1 7,107 6,753 12,611
Cost of sales 2 (5,515) (5,524) (10,224)
Gross profir 1,592 1,229 2,387
Operating costs before exceptional charges and goodwill
amortisaron 2 (993) (805) (1,755)
Exceptional charges and goodwill amortisation 3 (53) (53) (166)
Group operating profit 546 371 466
Share of profits less losses in joint ventures and associates —
continuing operations 25 13 45
Operating profit including joint ventures and associares:
Conrinuing operations before acquisirions 568 384 3511
Acquisitions 3 - -
Continuing operations 1 571 384 511
Net intcrest payable (29) (20) (43)
Profit before taxarion 4 542 364 468
Taxation S (168) (1) (164)
Exceptional Tax Charges 3 (25) - 9
Profir atter taxation 349 273 313
Minority interest 1 6 10
Profit after taxation and minority interest 350 279 323
Dividends 6 (62) (4%) (124)
Retained profit for the financial period 288 231 199
Dividend per ordinary share 6 1.4p 1.2p 3.1p
Earnings per ordinary share:
Basic 7 8.4p 7.0p 8l1p
Diluted 7 8.3p 6.9p 8.0p
Adjusted Basic 7 10.4p 8.3p 12.1p

There are no gains or losses for the period other than those recognised in the profir and loss account.
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‘Summary Group Balance Sheet
30 June 30 June 31 December
2002 2001 2001
Note
£m £fm £m
Fixed assets
Intangible assets 1,632 1,347 1,524
Tangible assets 2,346 1,841 2,058
Investmmenis (including joint ventures) 8 175 105 167
4,183 3,293 3,740
Stocks 125 140 193
Goldfish bank debtors 658 - 673
Debtors due within one year 1,903 1,604 1.923
Debrors due after more than one year 62 42 130
Cash and investments 392 241 526
Goldfish bank borrowings (616) - (610)
Borrowings due within one year (273) (329) (361)
Creditors due within one year (2,462) (2,244) (2.871)
Net current liabilities (211) (546) (397)
Total assets less current liabilities 3,942 2,747 3,352
Borrowings due after more than one year (584) - (598)
Creditars due after more than one year (32) (144) (34)
Provisions for labilities and charges (1,062) (1,070) (1,18%)
Tortal assets less liabilities 2,264 1,833 1,536
Shareholders’ funds 2,225 1,533 1,502
Minoriry inrerest 39 - 34
Total capital and reserves 2,264 1,533 1.536
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Movements in Shareholders’ Funds

01753-484018 T-553 P.24/34 F-888

6 months 6 months Year ended
ended 30 June ended 30 June 37 December
2002 2001 2001
£m fm tm
Shareholders’ funds at 1 January 1,502 1,298 1,298
Profit for the financial period 350 279 323
Dividends (62) (48) (124)
Issue of shares net of reserves transfer 435 6 7
Goodwill adjustment - (2 (2)
Shareholders' funds as at 30 June/31 December 2,228 1,533 1,502

22



net of cash and investments

05-SEP-02 11:30 FROM-CENTRICA Plc SECRETARIAT 01753-484018 T-563 P.25/34 F-88B
.Summary Group Cash Flow Statement
6 months 6 months Year ended
ended 30 June ended 30 June 37 December
Notes 2002 2001 2001
£m £fm £m
Cash inflow from operating activities 9 330 337 825
Dividends received from joint ventures and associates 13 13 16
Returns on investments and servicing of finance 10 9 (135) (15)
Taxation paid (58) (32) (109)
Capital expenditure and financial investment 11 (154) (79) (337)
Acquisitions and disposals 12 (511) (103) (607)
Equity dividends paid (79) (68) (115)
Cash (ourflow)/inflow before use of liquid resources and (468) 53 (342)
financing
Managemear of liquid resources 69 37) (257)
Financing 282 1S 686
(Decrease)/increase in net cash 117) 31 87
Reconciliation of debt, 6 months 6 months Year ended

ended 30 June ended 30 June 3] December

2002 2001 200!
£fm £fm tm
Debt, net of cash and investmeants as at 1 January (1,043) 17 (117)
Debt acquired 1 (28) (37)
Net (decrease)/increase in money marker investments (69) 37 257
Net (decrease)/increase in cash for the period 117) 31 87
Net decrease/(increase) in other debt 156 7 (1,245)
Exchange adjustments (%) (17 12
Debrt, ner of cash and investments as at 30 June/
31 December (i) (1,081) (87) (1,043)
Of which:
Goldfish Bank (616) - (610)
Orther businesses (465) (87) (333)
(1,081) (87) (1,043)

(i)  Debr, ner of cash and investmenrs as ar 30 June 2002 comprised cash and money market investments of £392 million (30 June 2001: £ 241
million), less bank overdrafts and loans of £1,353 million (30 June 2001: £ 187 million) and finance lease obligations of £120 million (30

June 2001 £141 million).

(ii) Cash and investmenus included £172 rrillion held by the Group's insurance subsidiary undertakings, £3 million of margin call deposits
held as security in relation 1o energy frading positions, £50 million deposit held as security in relation to sutstanding consideration in
relation to the scquisitdon of the Goldfish credit card and £9 million held by the Law Debenture Trust, on behalf of the Comnpany, as
security 1o cover unfunded pension liabilitics, These amounts were not readily available to be used for other purposes within the Group.
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Notes

1 Segmental analysis including share of profits and losses

of joint ventures and associates
for the 6 months ended 30 June

Operating profit/(loss) Operating profiv(loss)

before exceptional after exceptional
charges and goodwill  charges and goodwill
Turnover amaortisation amortisadon
2002 2001 2002 2001 2002 2001
£m im £m fm fm fm
Brirish Gas: Residential Gas Supply 2,176 2,370 172 55 172 53
British Gas: Residential Electricity Supply 674 491 25 14 25 14
Home Services » 388 339 22 11 21 8
Britush Gas Communicartions 26 14 (26) (52) (26) (52)
British Gas Residential 3,264 3,214 193 28 192 23
Cenrrica Business Services: Gas Supply 266 263 25 15 25 15
Centrica Business Services: Elecmicity Supply 208 37 15 4 14 4
Cenrtrica Business Services 474 300 40 19 39 19
Industrial Sales and Wholesaling (3) 401 497 31 S 31 5
Gas Producton 4] 42 250 336 290 336
Accord: Energy Trading 1,951 1,936 18 10 15 10
Cenrrica Energy Management Group 2,393 2,475 336 351 336 351
The AA 369 330 36 35 10 2
Centrica North America : 499 432 25 29 9 14
Goldfish Bank 31 - an (22) (29) (22)
One.Tel 78 - 5 - 3 -
Other Operations (ii) : 2 2 9 (3) 6 (3)
Total from operations 7,107 6.753 627 437 571 384
Continuing operations before acquisitions 7,067 6,753 622 437 568 384
Acquisitions 40 - 5 - 3 -
Total from operations ‘ 7,107 6,753 627 437 5§71 384
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1 Segmental analysis including share of profits and losses

of joint ventures and associates - continued
for the year ended 31 December 2001

Operating profit/(loss)  Operating profit/(loss)

before exceptional afier exceptional
charges and goodwill charges and goodwill
Turnover amortisation amortisation
2001 2001 2001
im fm fm
Brirish Gas: Residential Gas Supply 4,029 () (20)
Brirish Gas: Residential Electricity Supply 1,121 27 25
Home Services 722 36 30
British Gas Communications 3 (101 )‘ (116)
British Gas Residential 5,909 (46) (81)
Centrica Business Services: Gas Supply 460 36 29
Centrica Business Services: Electricity Supply 12] 8 8
Cenrtrica Business Services 581 44 37
Industrial Sales and Wholesaling 921 5 5
Gas Production 80 552 isz
Accord: Energy Trading 3,570 16 (i4)
Centrica Energy Management Group 4,571 573 543
The AA 689 72 8
Cenrtrica North America 768 68 39
Goldfish Bank 22 (32) (37)
One.Te} 65 4 5
Other Operations 6 %) (3)
Total from operations 12,611 679 511

() The Group recognised a profit of £9 million in connection wirth the carly rermunarion of an 1n-the-money gas supply contracr.

(11)  Orther operations include the Group's European activiries, and a profit of £12 million which was recognised in the period in respect of the
sale of the Group’s interest in Spalding Encrgy Company Limited, the value of which had been impaired 1n prior years.

(ii)) Cenwica fingncial results are being reported in respect of the brand unit divisions thar now are utilised in the day-to-duy management of the
business.

25



05-SEP-02 11:31 FROM=CENTRICA Plc SECRETARIAT 01753-494018 T-553

P.28/34 F-888

2 Costs (before exceptional charges and goodwill amortisation)
6 months 6 months Year ended
ended 30 June ended 30 June 3] December
2002 2001 2001
£m £m fm
Cost of sales:
Continuing operations before acquisitions 5,497 5,524 10,224
Acquisitions 18 - -
5,515 5,524 10,224
Operating costs:
Continuing operations before acquisitions 976 80S 1,755
Acquisitions 17 - -
993 80S 1,755
3 Exceptional charges and goodwill amortisation
6 months 6 months Year ended
ended 30 June ended 30 June 31 December
2002 2001 2001
£m fm im
Exceptional costs:
Business mtegration ¢costs - 13 35
Energy trading costs - - 37
Other - - 8
- 13 80
Goodwill amortisation:
Continuing operations 51 38 86
Acquisitions 2 2 -
S3 40 86
Exceptional Charges and goodwill amortisation 53 53 166
Goodwill amortisation on joint ventures and associates 3 - 2
Exceptional tax charges (i) 25 - (9)

(i) The exceptional tax charge in 2002 comprised an increase in deferred rax provisions arising from the increase in the carporate fax

rate spplicable 1o profits on 'ning-fenced' offshore gas production.
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4 Earnings before exceptionals and goodwill amortisation
6 months 6 months Year ended
ended 30 June ended 30 June 3] December
2002 2001 2001
£fm fm im
Profit before taxation 542 364 468
Add back: Exceprional charges and goodwill '
amortisation 56 53 168
Profit before taxation, exceptionals and goodwill amortisation 508 417 636
Taxation on ordinary activities (before exceptional items) (168) D (164)
Minority interest 1 6 10
Earnings before exceptionals and goodwill amortisation 431 332 482

5 Taxation

The charge comprised mainly corporation tax on 'ring-fenced' offshore gas production. The charge
incorporates the increase in corporation tax from 30% 10 40% on profits from offshore production
announced in the Budger. This has increased the first half tax charge by £11 million and has resulted in

an excepnional charge of £25 million disclosed in note 3.

The tax charge for the 6 months ended 30 June 2001 is after a prior year adjustment resulring from the
inroduction of FRS 19, as disclosed in the 2001 Annual Report. The effect of this prior year

adjustment was to increase the tax charge by £11 million for the 6 months ended 30 June 200].

6 Dividends

An intenim dividend of 1.4 pence per share (2001: 1.2 pence) will be paid to sharcholders on 27
November 2002. The final 2001 dividend of 1.9 pence per share was paid in June 2002.
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Earnings per share

Profir for the financial period
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Add back exceptional charges and goodwill amortisation

Eamings before exceptional charges and goodwill amortisation

Average number of shares (million) used in the calculation of

basic and adjusted basic EPS

Average number of shares (million) used in the calculation of

diluted EPS

Fixed asset investments

Joint ventures:

Share of gross assets
Share of gross liabilities

Other investments

(energy supply).

Share of gross assets
Share of gross liabilities
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Basic and adjusted basic earnings per share (EPS) are calculated as follows:
6 months 6 months Year ended
ended 30 June ended 30 June 31 December
2002 2001 2001
Earnings EPS Earnings EPS  Eagmmings EPS
£m pence fm pence im pence
350 84 279 7.0 323 8.1
81 2.0 s3 1.3 159 4.0
431 104 332 8.3 482 12.]
4,189 3,980 3,984
4211 4.059 4.062
30 June 31 December
2002 2001
£m im
787 709
(660) (597)
48 55
178 167
The Group’s share of joint ventures’ gross assets and gross liabilities principally comprised its interests
in Humber Power Limited (a2 power station), Centrica Personal Finance Limited (The AA and British
Gas personal loans activities), AA Financial Services (The AA credit card actrivities) and Luminus NV
Share of joint ventures’ assets and liabilities as at 30 June 2002
Humber Power Cenrrica Personal AA Financial Luminus Orther Toral
Limited Finance Limited Services NV
£m £m £m Im fm £m
352 303 45 67 20 787
(309) (284) (43) an (13) (660)
43 19 2 56 7 127
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Reconciliation of operating profit to operating cash flow
6 months 6 months Year ended
ended 30 June ended 30 June 3] December
2002 2001 2001
£m fmn fm
Group operating profit 546 371 466
Add back:
Profit on sale of fixed assers (13) - (7)
Profit on sale of investments - - (6)
Exceptional charges and goodwill amortisation 53 53 166
Depreciarion 203 189 351
(Increase) / decrease in working capital (228) (12) 72
(Decrease) in provisions 218) (234) (173)
Operating cash flow before exceptionals:
Conrinuing operations before acquisitions 340 368 773
Acquisitions 6 (@) 96
Continuing operations 346 367 869
Expendimure relating to exceptiona) charges (16) (30) (44)
Cash inflow from operarting activities 330 337 825
Returns on investments and servicing of finance
6 months 6 months Year ended
ended 30 June ended 30 June 37 December
2002 2001 2001
£m fm £m
Interest received 10 16 27
Interest paid 14) (23) (28)
Interest element of finance lease rental payments (5) (8) (14)
(9) 1s) (15)
Capital expenditure and financial investment
6 months 6 months Year ended
ended 30 June ended 30 June 3] December
2002 2001 2001
£m fm fm
Purchase of rangible fixed assets (159) (78) (312)
Sale of 1angible fixed assers 1 1 11
Purchase of own shares - - (14)
Loans 10 joint ventures 4 {2) 22
(154) (79) (337)
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Acquisitions and disposals

Subsidiary undertakings:
Goldfish Bank
Other businesses

Joint ventures

Deferred consideration

Total cash payments
Cash acquired

Overdraft acquired
Drawdown from Goldfish
working capital facility
Proceeds from disposals

Pensions
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6 months 6 months Year ended
ended 30 June ended 30 June 31 December
2002 2001 2001
£fm £m £fm
- - (710)
(490) 41) (402)
- 37) (80)
(33) %) (17)
(523) (87) (1,209)
- - 17
- (16) (12)
- - 590
12 - 7
(511) (103) (607)

These statemnents have been prepared under SSAP 24. As envisaged in the uansitional arrangements of
FRS17, the Group’s 2001 Annual Report provides information on the effect on the balance sheet and the
results for the year, had FRS17 been adopted in the preparation of the financial statements. Set out below is
indicative information on changes in net assets which would arise from valuation of the pension schemes assets
and liabilities in accordance wirth FRS17 principles as at 30 June 2002. The assumprtions adopted are as shown
in the 2001 Annual Report except that the discount rate used in calculating the present value of the schemes’

liabilities was 6.0% (31 December 2001; 5.8%).

On this basis, the market value of the assets in the schemes and the present value of the liabilities in the

schemes were:

Toual of fair value of assets
Present value of schemes liabilities
Deficit in the schemes

Relared deferred 1ax asset

Ner pension liability

6 months Year ended
ended 30 June 37 December
2002 2001
£m im
2,093 2,193
(2,549) (2,526)
(456) (333)

137 100
(319) (233)

Under SSAP24 the balance sheet on page 21 includes a provision of £99 million as at 30 June 2002 (31
December 2001: £116 million). Had FRS17 been implemented in full as ar that date, the net assers of the
Group would have been reduced by £220 million (31 December 2001: £117 million).
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Had FRS17 been implemented in full for the 6 months to 30 June 2002, then the net charge for the pension
costs in the profit and loss account would have increased by £21 million compared with that under SSAP24 as

set out below:

FRS17 SSAP24 Increase/
(decrease)
£m fm £m
Amount charged to operating profit 65 35 30
Amount credited 1o net finance income (9) - (9
Net charge 1o profit and loss account 56 35 21

14 Basis of preparation

The financial information contained in this report is unaudited and does not comprise statutory accounts within
the meaning of Section 240 of the Companies Act 1985,

These results have been prepared using accounting policies consistent with those used in preparing the Group's
2001 Annual Report and Accounts.
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Engquiries

For further information please contact:

Charles Naylor, Director of Corporate Affairs
Gary Leibowitz, Director, Investor Relations

Telephone:
01753 494 085 (Media)
01753 494 900 (Shareholder and Analysts)

Facsimile:
01753 434 090 (Media)
01753 494 809 (Shareholder and Analysts)

Websites

www.centrica.com
www.britishgasbusiness.co.uk
www.onetel.co.uk
www.goldfish.com
www.theaa.com

www house.co.uk

www. directenerqy.com
www.energyamerica.com

Financial Calendar

Ex-dividend date for 2002 interim dividend
Record date for 2002 interim dividend

2002 interim dividend payment date

2002 preliminary results announcement
2002 Annual Report and Accounts published
Annual General Meeting

Reaqistered QOffice

Millstream
Maidenhead Road
Windsor
Berkshire

SL4 5GD

01753-484018

9 October 2002

11 October 2002
27 November 2002
13 February 2002
End of March 2003
12 May 2003
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